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| ECALLING the bleak railroad situa- 


tion during the 1930°s, many ob- 


servers may view with surprise the resili- 
ence of railroad stocks this year as re- 
flected in the accompanying statistics. 
The Class I roads have seen their net 
earnings recede extensively in comparison 
with their resurgence in 1943 and 1942 
over the showing they made no longet 
ago than 1939, This vear. despite a high 
volume of traffic and many new econ- 
omies in operation, increased taxes and 
certain enlarged operating costs have 
acted to reduce net from the totals of last 
year. Corresponding influences — have 
worked to retard the profits of industrial 
corporations. but it is the long custom of 
the securities market to consider the in- 
dustrials as the bellwethers of investment 


and transactions aimed at capital gains. 


Rails Have Edge 

So far this year. however. it has been 
the carrier stocks which. as the hand- 
picked statistics show. have displayed the 
greater ruggedness as respects the extent 
of price advances percentagewise, and 
also the greater stubbornness in resisting 
reactionary trends as they developed from 
time to time. The table reveals the per- 
formance of individual common. stocks 
(considering Great Northern preferred as 
an ordinary equity, inasmuch as no issue 
labeled is outstanding). Per- 
haps a reference to the tale told by price 


averages 


“common 


would illuminate the picture 
more completely, 

The Dow, Jones & Co, rail average stood 
on December 31, 1943. at 33.56. It moved 
forward gradually until in July 42.53 was 
reached. a rise of 26.7 per cent. The in- 
dustrial average. moving from 135.89 on 
1943. attained 150.50 on 


July 10. an improvement of 10.8 per cent. 


December 31. 


The closing average on these dates is 
referred to, 

From 42.53 near mid-Summer. the rail 
average reacted to 41.59 at the close of 
trading on the New York Stock Exchange 


RAILROADS 
Dec. 31, Oct. 31, % 

"43 “44 Gain 
Atch. Top. & S. F. 54 66 222 
Atlantic C. L. 25)2 Ol, 57, 
Ches. & Ohio 15 17145 1.7 
Del. & Hudson 1714 30%6 76.1 
Erie 1044 114s 6.0 
Gt. Nor. Pfd. 26 1] oy 
Illinois Cent. 10%, 16 54.3 
N. Y. Central 15°s 18 15.2 
N. Y., Chic., & St. L. 875 274 17.0 
Nor. Pacific 145, 16 8.5 
Penn, R. R. 261, 301, 15.8 
South. Ry. 204 267s 31.0 
South. Pac. 241, 30° 27.4 
Tex. & Pac. 17%5 21% 23.4 
Union Pace. 941, 110 16.7 


INDUSTRIALS 


Allied Chem. & D. 148 15) ty 2.4 
Amer. Can 83! 2 87he2 1.8 
Amer. Tobacco B 5748 672 16.6 
Anaconda Cop. 2475 27 8.5 
Beth. Steel 561, 637s 13.5 
Borden Co. 29 3314 14.6 
du Pont 39%. 1551, 11.3 
Gen. Electric 36%s 38s 1.7 
Gen. Motors 52be 6114 16.6 
Goodrich 42°; 19°¢ 16.0 
Int. Harvester te 7716 (pe 
Radio Corp. gl, 101% 7.9 
Sears, Roebuck 89 98°. 10.8 
Stand. Oil of N. J. a4 0! 9 
U. S. Steel 51 581y 14.0 


on October 31 last. or a decline of 2.2 
per cent from the year’s maximum. The 
average of 146.53 for the industrials on 
October 31 showed a recession of 2.6 per 
cent from the year’s top. The edge was. 
then, decidedly with the rails in point of 
public interest as reflected in price sup- 
port during the period of rising prices: 
and it was a shade more emphatic than for 
the industrials after the stock market ran 
into inconclusive fluctuations during the 
late Summer and early Autumn. 

The statistics lend themselves to several 
interpretations, as statistics always do in 


connection with securities phenomena. An 
obvious explanation of enlarged market 
interest in railroad equities lies in the 
fact that. although taxes. higher costs, en- 
larged maintenance outlays in some cases. 
extensive charge-offs against wear and 
tear, and so on, acted to lower net profits 
this year as compared with results in 
1943. most of the Class I roads have still 
been earning sizeable percentages on stock 
capital. 

At the same time, a continued large in- 
flow of cash receipts from heavy freight 
and passenger traffic has enabled many of 
the carriers to debt. 
credit has permitted heavy refunding of 


retire Improved 
outstanding bonds into new ones bearing 
a lower interest rate. Maturities have been 
anticipated in not a few instances by new 
financing which brought about lower 
fixed charges. In summary, all such in- 
fluences upon rail stock prices may be 
lumped together under the heading of 
“fundamental railroad gains.” and to 
them could be added the element of divi- 


dends. 


Nearly All Paying 

Study of the railroad table will show 
that only 3 of the 15 issues presented 
have not been on a dividend basis this 
year. In most cases, those paying divi- 
dends after the long drought of the 1930's 
renewed their distributions last year, but 
the cumulative effect of stockholder ad- 
vantage may be considered as _ finding 
reflection in this year’s prices. 

In contrast with the exhibit afforded by 
rail average price movements, the indus- 
trials presumably recorded somewhat dif- 
Less market attention 
would be drawn to the credit situation of 
industrial corporations as a class than to 


ferent influences. 


the rails; such improvement as occurred 
among them as a group would be less in- 
teresting to investors and traders because 
the strong rise of rail credit from 1930 
onward started from a generally low base 


(continued on page 10) 


“FXCHANGe 


A MAGAZINE OF THE FINANCIAL COMMUNITY 


VOLUME V, 


NUMBER 


ll ...NOVEMBER, 





| 
INVESTOR. 
| 


What of the Morrow ? 











By Henri de la Chapelle. Los Angeles 


\ 7HEN the lL. S. Bureau of Foreign 

& Domestic Commerce published 
its “Markets After the War.” in the Spring 
of 1943, its author probably little real- 
ized that his journey into the land of to- 
morrow would set a style in economic 
thinking which would have a weighty in- 
fluence upon investor psychology and the 
stock market. 

\s a matter of fact. ever since this study 
was distributed. the favorite indoor ac- 
tivity of market analysts. economists and 
post-war business planners, has been the 
undertaking of similar explorations. Fore- 
casting the post-war United States has. 
by stand- 


indeed. become “big business” 


ards of volume and imagination —and few 


investors there must be today who are 


not already fully conversant with the vari- 
ous estimates of post-war national income. 
Reserve Board 


Federal production —in- 


dexes. price levels. taxes. earnings. ete. 


Indifferent Progress 

Such projections being heavily on the 
highly optimistic side. it can be presumed 
that the stock market owes much of its 
stature to the tempting fare so intrigu- 
ingly dangled before investors’ eves, Yet 
during the 15 months or so since Mr. 
Morris Livingstone’s study captured the 
public imagination. the market as a whole 
as compared to the price rise previously 
enjoyed, has made but small and labored 
progress. Has the magic of our post-war 


P| 


world lost its charm temporarily ? 
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Of course. there will be a stock market 
boom sooner or later. It follows just as 
night the day that the three major mar- 
ket depressants: (1) taxes; (2) price con- 
trols: (3) the unwillingness of investors 
to capitalize war time earnings liberally, 
have been responsible for keeping average 
stock 1939 peak levels: 
whereas all other important segments of 


prices below 
our economy are anywhere from 30. per 
cent to over 100 per cent higher than in 
1939, Peace will eventually reverse the 
restrictive process and allow stock prices 
to compensate for their abnormal lag. 


In Several Years 

By 1947-49 these 3 depressants will 
either have vanished or have been reduced 
to a reasonable minimum, Not only 
should this time-bracket witness a work- 
able cellar in taxation, a maximum free- 
dom from price control, new recovery 
highs in earnings (above 1937) and in 
earnings capitalization, but within these 
vears the United States industrial machine 
should be in high gear in the process of 
national and international rehabilitation. 

Independent ef such basic considera- 
tions. furthermore. is the historical fact 
that wars and other major disasters gen- 
erally breed booms. not depressions. The 
next depression will follow” in_ time. 
not because of war's destruction, but as 
a sequel to the over-stimulation and over- 
saturation of the reconstruction era. Then 
will come the so-called “secondary post- 
counterpart of 1929-32. 


This tidal wave. however. is still well be- 


war depression” 


vond the horizon. Between it andthe 
nearby breakers that loom up over the 
next 6 to 8 months. lies a long stretch of 
comparatively smooth seas. 

If there is one thing nature abhors it 
is a vacuum. and by the same token a 
stock market dreads uncertainty —partic- 
ularly after a prolonged rise. Sustained 
bull movements, as in 1924-29, 1935-37 
and 1942-44. are generated in the knowl- 
edge that the rules and environment un- 


l 








der whi h business Is to operate are fairly 
fixed. Not until the 
summer of 1945. probably. will business 
know 


matters of world trade. international re- 


well and favorably 


most of its so-called “rules’”—in 
lationships. price policies, post-war tax- 
ation. budgets. labor relations, etc. Mean- 
while the market. nurtured for 15 months 
on brilliant post-war earnings expecta- 
tions. has been attempting in 1943-44 to 
discount peacetime earnings that certainly 
cannot be realized before 1946, and prob- 
ably not before 1947. As the market sel- 
dom discounts events more than six 
months ahead. it is reasonable to assume 
that there is a “gap.” a vacuum to be 
filled in. before the next major rise sets 
in. 

After all. no economy has ever been 
frozen at prosperity levels. and with all 
major indices already at a peak and fac- 
ing a 1945-46 deflation. it would seem too 
much to ask of the stock market to defy 
a gravitational pull and continue from 
here its rise into the full-peace-economy 
of 1947-49 without serious interruption 
some time between now and mid-1945 
the probable period of greatest’ uncer- 
tainty and transition. 


4 Glance Ahead 

\ eift from the gods should prove to 
be any psychological depression induced 
by a temporary deflation in the various 
business and price indices next year ac- 
companied. probably, by a secondary re- 
tracement in the stock market. 

What if the FRB business index should 
decline to 150-125 eventually! —previous 
peaks never were much above 120. What 
if the national income should decline from 
$158 billion to S120-S1L10 billion follow- 
ing the end of the European war. and even 
possibly to within SLOO-S90 billion for a 
brief period after total peace ! the 1929 
peak was about S82 billion. and the 1937 
peak about 873 billion, 

What if prices should lose a good part 
of thei should still 
stand in 1947 some 15 per cent-25 per 
cent higher than in 1939, 

What if demobilization should produce 
unemployment for a 


5-vear gains!—they 


while !—returning 


soldiers have nevel been so eenerously 
“staked.” and they have been pledged to 
re-employment, What if earnings should 
decline temporarily! —EPT refunds. spe- 
cial refunds and carry-back and = carrvy- 
forward provisions of the Revenue Act 
would cushion the decline——just as gov- 
ernment subsidies place a “floor” on a 
long list of farm commodity prices. Major 
depression there almost certainly will not 


be until the post-war recovery has been 


) 





Looking Ahead 


The prophetic slant of the accompany- 
ing article marks the author’s personal 
conception of the outlook for business 
and securities, and does not necessarily 
reflect the view-point of THE EXCHANGE. 
We are glad to present Mr. de Ja Cha- 
pelle’s thoughts and deductions as a con- 
tribution toe current discussion of  post- 
war probabilities and perplexities. Some 
ee with him. Others 
may be inclined to shift the dates of ex- 


readers may not ag 


pected post-war recovery phenomena. At 
any rate, the material and forecasts based 
upon it afford a basis for study of under- 
lving investment elements. 











fully exploited. Some day. when world 
vacuums have been filled up and recon- 
struction completed. when Russia. India, 
China and South 


America—thanks in a 


large measure to American equipment 


and technique-—-have reached a high de- 
eree of industrialization. the United States 


\ one- 


way world market will have become des- 


will stand at another cross-roads. 


perately competitive. and if world prices 
then start on a downward spiral (prob- 
ably) and our Federal debt has not been 
reduced (probably). the long awaited day 
of reckoning will. indeed. be at hand. But. 
“sufficient unto the day is the evil 
thereof.” Let us not about 
1950. but rather prepare for new oppor- 


worry now 


tunities not so far ahead 


Investors Dilemma and Policy 


Obviously. the position of the market 
itself is an important factor in the deter- 
mination of investment policy at any given 
point. For example. were we now along 
what might be the bottom of a second- 
ary correction of say 15-20 points from 
last Summer's peak. the problem of peace 
vs. war stocks would be quite easy to 
solve. One would concentrate on peace 
stocks first. buying 
them with confidence. leaving to a later 


consumer durable 
phase of the recovery cycle any sizable 
representation in the heavy or cyclical 
industries, 

Today. however. with so many so-called 
stocks over-valued by 
1944-45 standards (vet safest and sound- 


peace certainly 
est for long pull holding) and so many 
so-called war stocks under-valued by any 
statistical much 


standard (yet so more 


speculative). the long-term investor en- 
tering the market today 


with a dilemma 


is truly faced 
one that cannot satis- 
factorily be solved except by orthodox 
“hedging” methods 


usually employed 


after a long rise. 


Come what may. a second major |uy- 
ing opportunity appears to lie ahead and 
in this writer's opinion investment policy. 
apart from the usual procedures and ap- 
proaches. might well stress recognition 
and acceptance of these broad principles 
for application during that period: 


z 


icy justified. 


(1) An aggressive common stock pol- 


(2) Elimination of any distinction be- 
tween peace and war stocks and depen- 
dence solely upon ordinary peace-time 
considerations—as 1933-35 or 1922-24. 
which means: 

(3) Accent on consumer and consumer- 
durable goods: heavy industry. cyclical 
stocks will compensate later 

(4) Though Post-War II is not likely 
to be entirely comparable to Post-War | 
because during the first World War heavy 
industry stocks enjoved a greater pro- 
portional rise than they have since 1939, 
it is note-worthy that indexes (January. 
1918100) of war stocks vs. peace stocks 
show very definite trends over the period 
1918-23, as follows: 

Starting 1918 together at 100. war 
stocks at the end of that year were slightly 
below 100. while peace stocks had risen 
to about 120: both groups then rose into 
the Fall of 1919. the peace stock index 
to approximately 160, and the war stock 
index to almost 140; both indexes then 
declined together into approximately mid- 
1921—the peace index to approximately 
115 and the war index to around 85: then 
both rose. so that by the end of 1923 the 
peace index stood above 220 and the war 
index slightly above 100, 

(5) Inflation. a major and continuing 
process that should be given a high pri- 
ority rating in all investment calculations. 


What Groups?—What Stocks? 


So much for these few broad outlines 
for investment action. In the matter of 
selecting individual issues within the area 
embraced by these guide posts. it might 
be well if investors would be particularly 
conscious of the following considerations: 

Companies that have been paying out 
the bulk of their profits in taxes—say any- 
where from 60 per cent to 85 per cent 
and that are also in a position to do well 
post-war. have the double advantage ac- 
cruing from elimination of excess profits 
taxes (in some instances spectacular earn- 
ings gains would result) plus the prospect 
of well maintained or increased volumes. 
In this favored category can be included 
the following groups: 

Agricultural Equipment, Auto and auto 
accessory, Building. Cement. Chemical. 


(continued on page 10) 
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_. ITS POSITION IN A 
PROTRACTED 
WAR ECONOMY 


By Harry M. Wootten 





Harvesting Tobacco 
- 


HE tobacco industry is currently ex- 

periencing a relatively profitless pros- 
perity. but it is always darkest just be- 
fore dawn and this appears especially true 
of this industry, For here is a paradoxi- 
cal example of one of America’s greatest 
industries operating at record breaking 
volume on the lowest profit margin in his- 
tory. And returning the most unfavorable 
earnings since the depths of the Great 
Depression. 

Since 1939 cigarette consumption. by 
far the most important end of the indus- 
try. has increased from 178 billion units 
to 289.5 billion units last year. Produe- 
tion of tax-paid and tax-free cigarettes 
this year is conservatively estimated at 
318 billion units. a gain of 78.6 per cent 
from 1938. 
have been considerably greater this year 
but for the 
civilian consumers. 


The gain in business would 
rationing of cigarettes to 
a condition brought 
about by demands for the armed forces. 
priorities and restrictions. This situation 
has been aggravated in recent months by 
the shortage of labor and the inadequate 
supply of shipping cases: consequently 
there is currently an acute shortage of 
all the leading cigarette brands for the 
civilian market. 

Thus. for the past 6 years cigarettes 


have been “making habit” at the greatest 
rate in history. vet earnings for the manu- 
facturers have progressively declined. In 
1938 the “Big Five” 


bacco companies accounted for 75.8 per 


publicly-owned to- 


cent of the total cigarette output and this 
vear these producers will roll out roughly 
92 per cent of the country’s production. 
Despite this enormous increase in’ busi- 
ness the combined net earnings of these 
companies this year is estimated at rough- 
ly $59.700.000 compared to $81.712.000 
in 1938. a decrease of 26.8 per cent. This 
is only slightly above the aggregate earn- 
ings of $59.084.307 reported for 1933. 


the worst vear of record, 
4 Down Trend 


\ctual earnings of these companies last 
year totalled $67.256.000. a decrease of 
17.8 per cent from the 1938 profit level. 
The inability of the industry to make a 
better showing in earnings is due to three 
factors. namely. a continuous increase in 
the cost of tobacco. the price ceiling on 
cigarettes and excess profits taxes. The 
obviously higher operating costs for this 
industry in recent years is reflected in the 
prices of flue-cured and burley tobacco. 
the types of leaf principally used in man- 
ufacturing cigarettes. The price trend of 









these tobaccos is shown in the following 
table: 
(Prices Per Pound Farm Weight) 


Flue-Cured 
Tobacco 


Burley 


Tobacco 


1917 30.5¢ 26.5¢ 
1918 34.3 32.0 
1919 144 33.2 
1930 12.0 15.5 
1931 8. 8.7 
1932 11.6 12.5 
19.40 16.4 16.2 
194] 28.6 29.5 
1942 38. 12.1] 
1943 10.4 15.6 
1944 13.5 15.0 Est. 


Inasmuch as the larger companies av- 
erage the cost of tobacco over a three-year 
period. the actual cost of these tobaccos 
last vear as compared to 1940. is more 
accurately reflected in the table below: 


’ Average I eaf Tobacco Prices 
Flue-Cured Burley 
Pobaceo Tobacco 
1943 35.8¢ 39.0¢ 
1940 17.8 iS 
Increase 18.0¢ 21.5¢ 
Percent Increase 101.0 122.9 


*In order to reflect the cost of supplies on 
hand the average of prices paid for the two pre 
ceding crops was averaged in with the crop 
prices for 1940 and 1943, 

Despite the sharp increase in leaf to- 
bacco prices. the large gain in business 
last year enabled these manufacturers to 
show the most favorable earnings before 
taxes in history. The industry. however. 
was heavily weighted in the excess profit: 
tax bracket and net earnings decreased 
from 1942, Fortunately for stockholders. 
exemptions from the E. P. T. (now at a 
95 per cent rate) are such that they serve 
to cushion a decrease in earnings to the 
point where current dividend rates would 
be undermined. American Tobacco has 


an exemption base of $3.38 per common 








share against the annual dividend rate of 
$3.25 per share, The exemption for R. J. 
Reynolds is $1.81 pel share and_ last 
year’s dividend was 31.50 per share. Lig- 
vett & Myers pays 33.50 per share and the 
exemption is 34.05 per share and Philip 
Morris has an exemption of $5.03. pet 
share and pays $4.50 per share annually. 
Higher cost tobacco in production this 
vear will result in sharply lower profits 
before taxes. but due to the exemptions 
relatively small k. P. T. payments will be 
made, consequently only a moderate de- 


crease in net earnings is indicated. 


Raw Material Prices 


The ceiling on the 1OLL flue-cured to- 
bacco crop was set at 43.5¢ per pound 
against an average price of 40.4¢ for the 
preceding crop. The burley tobacco aue- 
tions will not start for another few weeks. 
but the trade is not anticipating any sig- 
nificant reduction in last vear’s abnor- 
mally high price of 15.6¢ pet pound, 
Somewhat higher cost tobacco will obvi- 
ously be in production again next year, 
therefore it appears the industry is facing 
another vear of moderately lower earn- 
ings. On the other hand, the processing 
and sale of cigarettes is a merchandising 
as well as a manufacturing business. It 
is a big volume business as well. This 
vives manufacturers considerable elbow 
room to adjust their overall operations to 
the exigencies of the times. 

Illustrative of this point is the fact that 
in normal times the “Big-Three” tobacco 
companies individually spend from $12.- 
000,000 to S18.000.000 annually on ad 
vertising. It now appears these charges 
will no longer constitute an indirect tax 
saving and with cigarettes already ra- 
tioned. manufacturers are certainly no 
longer under any compulsion to advertise 
for business. Therefore under the abnor- 
mal conditions existing in the trade. these 
producers nay trim their promotional ex- 
penses sharply next year. 

Recent increases of 20 per cent at all 
price levels for scrap chewing tobacco. 
plug tobacco. and a mark-up of 7¢ pet 
thousand in factory prices for tax-free 
cigarettes. will tend to ameliorate rising 
leaf tobacco costs for the industry in the 
future. An increase in the price of smok- 
ing tobacco, the most important of all the 
so-called secondary products is also be- 
lieved imminent. Should the ceiling price 
on smoking tobacco be lifted, the cumu- 
lative effect of a better gross return in all 
these categories will partially offset the 
higher cost tobacco manufacturers must 


charge to operations in 1945. Better prices 





Necessities of These 
Global War Days 


Conservation of paper for printing ex 
plains the changes to be found in’ this 
edition of THE ExcHance. Although th 
magazine is smaller, approximately the 
same amount of text is contained in it as 
in October and earlier months. This is 
the result of a slightly reduced iype face, 
a lengthening of the columns and a re 
duction of page margins. Tabled New 
York Stock Exchange statistics will be 
found on the back cover instead of di- 
rectly inside it, and some other = slight 
rearrangements of contents have been 
made. But it is the same magazine as 
before. 











in these divisions. the first mark-up to be 
permitted manufacturers since ceilings 
were placed over the industry. along with 
the indicated reduction in advertising 
charges. should enable the larger com- 
panies to stabilize earnings close to their 
ee fe 


All of the smaller units and several of 


exemptions, 


the larger companies, have petitioned the 
Ofhice of Price Administration for an in- 
crease in factory prices on tax-paid ciga- 
tettes. Inasmuch as this is by far the most 
important end of the industry. a mark-up 
in the price of this product would nat- 
urally benefit considerably. 
OPA. has taken the 1930-1939 period as 


a profit: standard for the industry and 


earnings 


contends that as long as pre-tax earnings 
compare favorably with these vears. the 
present price ceiling on leading cigarette 
brands of $60.81 per thousand should re- 
main over the industry. Despite the lower 
earnings plainly indicated this year. pre- 
tax earnings will still be above this base 
period, Several surveys into costs for 
cigarette manufacturers have already been 
made and it is said O.P.A. will make a 
further study of the industry after manu- 
facturers have completed their purchases 


of burley tobacco next February. 


Depends on Costs 


Thus the prospect of an increase in the 
price of tax-paid cigarettes is probably 
largely contingent on the prices manu- 
facturers will pay for the forthcoming 
crop of burley leaf. If prices are moder- 
ately lower. or rule no higher than for 
the previous crop. the present price ceil- 
ing is likely to stand. On the other hand. 
if the Government during the interim 
allows a universal wage increase and 
hurley prices are higher, it is believed in 
the trade an increase in cigarette prices 


will be authorized. 


The tobacco business in common with 
industry in general has had its share of 
~ problems under the abnormalities isher- 
ent in a war time economy. A year avo 


the chief concern of the industry was the 
acute shortage of tobacco. The fovern- 
ment authorized a 20 per cent increase in 
tobacco acreage and exceptional = rod 
erowing conditions enabled farmers to 
bring home a 1°44 flue-cured tobacco crop 
of nearly 1.100,000.000 pounds. This is the 
second largest crop of record, an increase 
of roughly 35 per cent from the previous 
crop. 

The most recent: government estimate 
anticipates a 15 per cent increase in the 
current burley crop. While manufactur- 
ers are still none too comfortable about 
the supply of leaf available for domestic 
use, the situation is not nearly as critical 
as last year. The constant increase in cig- 
arette consumption along with the virtual 
world famine for tobacco, indicates the 
restrictions on planting will be further re 
laxed for the 1945 crops. Thus, whereas 
the rapidly dwindling inventories of aged 
tobacco prompted the original rationing 
of cigarettes late last year and in the early 
months of 1944, the more acute shortage 
of cigarettes in recent months stems from 
the restrictions on shipping cases and to 
the trade’s inability to get replacement; 


of factory workers. 


“Smokes” To Be Scarcer 


Cigarettes for civilian consumption 
will remain in short supply as long as the 
Government continues the current restric- 
tions on labor and card-board. Manufac- 
turers have the plant capacity to meet the 
unprecedented demand for cigarettes al 
home and abroad. And as war contracts 
are terminated and man or woman pow- 
er becomes less acute, leading cigarette 
brands will be in better supply. Present 
indications are that cigarettes will remain 
scarce for several months. with smokers 
limited to a single pack at a time in most 
instances, 

Inasmuch as more than 20 per cent of 
the total cigarette output is now shipped 
tax-free to our own and allied military 
forces overseas. compared to a normal 
pre-war export market of only 5 per cent 
to 8 per cent of the total production. there 
has been considerable speculation on the 
future trend of consumption, While there 
has undoubtedly been some temporary 
stocking up in export orders against the 
inevitable loss of certain supplies in com- 
bat zones. manufacturers are confident 
there will be no great amount of ciga- 


(continued on page 6) 
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382 Listed Companies Report 3.2 Per Cent 
Decline in 9 Months’ Net Income 


r'XHE moderate decline of net earnings 
’ in this preliminary report on cor- 
porations with common stocks listed on 
the New York Stock Exchange stands in 
contrast with a 11.4 per cent gain a year 
le fore over 1942 results for three-quar- 
ters of that year. Approximately the same 
number of companies were included in 
the two reports... only a part of the full 
list. inasmuch as contract renegotiation 
details these days, along with more com- 
plicated bookkeeping than before war- 
time taxation came along. retards the 
publication of many individual — state- 
ments. 

In the December issue of THE 
EXCHANGE a more complete earnings 
picture will be published. 

(gain this year, the same number of 
amusement concerns as were contained in 
the report of a year ago disclosed a 
strong gain in net. The comparison be- 
tween the two years has to be qualified to 
the extent that the same companies were 
not reported upon in each of the years 
the reports are tabulated as received. The 
23.3 per cent gain of this year over last 
year is, nevertheless, indicative of the 
trend. reflecting continued heavy attend- 
ance at moving picture houses. 


An Upward Trend 


\n upward trend was revealed in the 
automotive group. enlarging the 1943 
gain over 1942, Of the 32 listed com- 
panies covered by this survey. 31 showed 
a profit, and 18 revealed an income im- 
provement over the 1943 showing. Re- 
trospect shows that in 1942 and 1941 
this group. slowed by great’ problems 
entailed in the change-over from peace 
to war production. drew back from the 
results attained in the big motor year of 
1940, These last two years have indicated 
the fruit of immense production. once 
the wheels began to turn at high speed 
on war orders. 

The most marked “reversal of form” 
is noted in the showing of the railroad 
group. A decline of 28 per cent is to be 
contrasted with an increase in 1943 of 
21.6 per cent over the 1942 exhibit: to 
be qualified, except as to the trend this 
year, by the fact that 8 fewer corpora- 
lions are included in the table on this 
page. 

The revealed trend brings no surprise 
to investors who have followed individual 


income tendencies since 
Gross receipts have held at 
a high level: the traffic movement in 


railroad net 
January 1. 


servicing war developments in Europe 
and the South Pacific, and in carrying 
troops and the huge supplies needed at 
home training fields. has continued to 
amaze students of transportation. The 
rail tax and wage bills have risen to cut 
heavily into gross. while freight rates 
have remained static. Nevertheless, such 
developments of recent date as the New 
York Central’s reduction of $24,000,000 
bonds and large retirements of funded 
obligations by other carriers. indicate 
that earnings remain suflicient for more 
than maintenance, interest payments. and 
enlarged dividends in some directions. 
Twenty-three petroleum companies 
noted an increase of 21.5 per cent in net 
over the corresponding 1943 period. A 
year ago 25 companies were reported on 
here to the extent of a 20.5 per cent gain 
over 1942. Some extra dividends lately 


have told of the proceeds from record 


production and refining of oil. At this 
writing, the forward surge of all the 
United Nations armies crowding in upon 
aircraft 
aloft, portend a consumption of petro- 


Germany, with thousands of 


leum on a scale seldom experienced be- 


fore in World War II. 


Oil Reserves 

\ side comment on petroleum could be 
introduced, pivoted upon the situation of 
oil in the ground in the light of continued 
enormous consumption in the war. Recol- 
lection brings forward grave warnings 
from parts of the oil industry two years 
ago about the inroads being made upon 
(American reserves. Since that time. petro- 
leum has been burned on a steadily rising 
scale and no man may determine when 
the burden of the global conflict will ease 
materially; yet the matter of reserves is 
receiving less public discussion than 
when the call upon them was far less. 
In fact. stock market attention has seemed 
for several months to be centered more 





Number Number 
Reporting Showing 


Industry To Date Net Profit 
Amusement 5 5 
Automobile 32 31 
Buildine ....... 14 
Business & Office Equip. 6 6 
Chemical e Soh ao 10 
Electrical Equip. . . . 10 10 
Prasie .: 2.<-. 3B 18 
Page sw es eo oe se tl 23 
Mach. & Metal Prod. . 46 16 
Me i oe se 20 
Paper & Publishing . 15 15 
Petrsienm. « « « . « 2 23 
Mailwoad ..... « 2 26 
Retail Merchandising . 15 15 
Shipping Services. . . 3 3 
Steel. Iron & Coke . . 32 31 
ee a a 9 
WOREEES 4c ce uk ke | 1 
All Public Utilities . . 20 20 
Other Companies. . . 19 19 

All Companies . . . 382 378 





NET INCOME OF 382 COMPANIES HAVING 
COMMON STOCK LISTED ON THE NEW YORK 
STOCK EXCHANGE FIRST NINE MONTHS OF 1944 


— By Industrial Groups — 


No. Showing Per Cent 
—. Estimated oj 
1943) Group Net Income (1944 vs. 1943) 
1 S$  19.605.000 23.3 
18 185.816.000 + 9,2 
9 8.774.000 + 2.3 
1 16.588.000 1 $3.0 
12 174.173.000 - 6.9 
{ $5.825.000 — 0.1 
10 23.309.000 —1!1.9 
6 87.511.000 — 19 
8 51.197.000 — 4.7 
1] 24.460.000 1. 22 
9 15.615.000 1 7.3 
19 150.042.000 121.5 
6 218.239.000 —28.0 
9 13.632.000 - Ez 
2 2.101.000 - $8.5 
7 126.864.0000 — 98 
5 14.247.000 - 23 
Z 2.462.000 — 935 
10) 217.482,000 — 19 
11 26.293.000 | 5.5 
176 $1.434.235.000 — 3.2 














upon the possibility of a sharp curtail- 


ment of demand when the European 


struggle ends. A reflection of cogitation 
along this reversed line of approach to 
the oil situation appears to find support 
in sales of petroleum company shares by 
investment companies. 
this 


As to reserves tare 


reported upon in 


later pages of issue, 

American and global 
. enough confident, specialized forecasts 

as to future supplies have been made 

public in recent months to lull consider- 

able apprehension. 

steel and 


Thirty-two iron companies 


are included in this report. against 31] 


a vear ago. A continuing trend is also 
discernible in this group. only a more 
accentuated one this vear. The decline 


of 9.8 per cent in net income stands in 


contrast with a recession of .6 per cent 
in 1943 1942 showing. On 


page 8 a chart throws a spotlight upon 


from. the 


the elements which have been working 
Still. 7 
companies were able to show improve- 
1944. over the 
stretch, 


against net earnings this vear. 


ment in the 9 months of 


corresponding 1943 


Costs vs Prices 
The cost of producing steel is found 
to be high. with tremendous volume un- 
able to offset the fact of 
sales prices. Channeled principally into 


fairly rigid 
war uses. where price ceilings remain 
in position like Mohamet’s mountain. the 
“ive occurs in profits, for taxes come 
first and are mandatory. Events have not 
come to light to show that the gradually 
growing allocation of steel to such lines 
as agricultural products and railroad cars 
has brought a 
strictly 


price improvement in 
commercial steel. 

The chemical group. although scoring 
a gain for the 9 months, behind 
the 1943 exhibit 


cent for 


were 
the rise of 6.9 per 
10 reporting companies stand- 
LO.4 per cent for 
Less than half 
as many companies of this roster showed 


ing against a gain of 
12 concerns a year ago. 
improvement this year as last year. the 
number being 12. The electrical equip- 
ment group also retraced its percentage 
showing. the slight gain of the table com- 
LOA per 


1943 over 1942. Trade reports have dis- 


paring with a rise of cent in 
closed a recent decline of order backlogs 
within this industry. but. as respects earn- 
keel 


so far as profits this vear go. The table 


ings. the statistics show an even 
contains the composite results of 10 com- 
pauies against 9 in last vear’s tabulation 
at the same date. 

The building industry did better this 
vear in point of 


profits. after passing 


6 


Tobacco Company Inventories 


American Tobacco Company 


R. J. Reynolds Tobacco ¢ ompany 
Liggett & Myers Tobacco Company 
Philip Morris & Co.. Ltd. 

P. Lorillard Company 


Potal 


(continued from page 4) 
rettes on hand to flood the home market 
when hostilities cease. such as occurred 
at the end of World War One. 

The bulk of consumption of American 
cigarettes abroad has been by our own 
Many consumers 
Despite the 
growth in consumption in recent years. 


military forces. new 


have been created. rapid 
it is estimated by competent authority 
only 35 per cent to 40 per cent of the 
adult population. people of legal age. are 
cigarette smokers. Our own hinterland is 
a vast territory where smoking by women 
is only gradually being taken up. conse- 
quently it is believed there is plenty of 
room for further expansion in cigarettes 
in the domestic market. 

More eloquent than words of the great 
erowth in the tobacco business as well as 
the future trend of the industry. was the 
recent action of the American Tobacco 
Company in offering a new $100.000.000 
issue of 3 per cent debentures to the pub- 
lic. Only two years ago this company 
raised an equal amount of capital by 
similar financing. 


Credit Arrangements 


R. J. Reynolds Tobacco and Liggett & 


Per 

1940 1943 Incre 

$138,670.000 $236,168.000 70. 
139,276,000 184,199,000 32.3 
156,045,000 198,254,000 27.0 
32.038.000 70.569,000 120.3 
38.500.000 61.900.000 60.8 
$504.529.000 $751.090.000 18.9 


Myers Tobacco. the other most important 
factors in the field. have stand-by credit 
arrangements with their banks for $100.- 
000.000 and $75,000,000. 
This huge financing and extensive credit 
provision, is directly the result of the 


respectively, 


larger quantity of high cost tobacco now 
required to meet the expanding needs of 
the industry. This is reflected in a com- 
parison of the dollar inventories of to- 
bacco held by the leading companies last 
year compared to only two years ago in 
the above table. 

When profit’ margins decline to the 
depths prevailing for this industry to- 
day, in a business as historically sound 
as tobacco. it seems safe to say a 
change in the trend of earnings is in the 
making. With no reconversion problems 
facing the industry. and the ingrained 
habit of smoking assuring a continuous 
and increasing demand for tobacco prod- 
ucts, the long term outlook for this busi- 
ness seems encouraging. Under the more 
favorable operating environment so freely 
predicted after the war. the large tobacco 
companies appear to be in a favorable 
position to capitalize earnings - wise the 
huge increase in cigarette consumption 
during the last few years. 





1943. 
The rise of 2.3 per cent of net income 
this year up to September 30 stood in 
contrast with a decline of 8.6 per 
in 1943 from the 1942 display. 

teen companies are in the table. against 


through more sluggish times in 


cent 
Four- 


13 a vear ago. which would account for 
a part of the better 
This is an industry 


showing at least. 
whose future ap- 
pears to be painted glowingly by the 
prophets of post-war developments. — It 
could be argued that most of the military 
cantonment and allied construction work 
was completed before 1944 opened: so 
a flavor of peace work could be imparted 
to the earnings’ exhibit. But anyone who 
has set out to make an addition to his 
house. or have a new roof laid. realizes 
that the industry still remains a long way 
from normal. 


f< ” rd 


companies did about as well this vear 


Percentage-wise. the roster of 


as in 1943. The decline of 1.9 per cent 
of the table well 
by the fact that 23 concerns are included. 


is pretty ironed out 
against 28 a year ago. A deduction would 
be permitted that this business reached 
a composite profit peak. considering the 
many companies. which may not be ex- 
ceeded for any other 9-months’ period of 
the war period. In the first three-quarters 
of 1943. a gain of 13.1 per cent 
chalked up over the 1942. period. 


Was 


Room for Study 

Holders of mining company securities 
should find material to study in the 1.6 
per cent increase of net, although a de- 
cline of 8.4 per cent in last year's report 
was on a basis of 15 companies, com- 
pared with the results of 20 corporations 
in the table. Of the 20. however. all 
showed a profit and 11 did better than 
last vear. 
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| END-LEASE. a symbol of practical 


d American co-operation with other 


nations for the suppression of tyranny 
and absolutism as well as a great instru- 
ment for the effective prosecution of a 
world war. is distinctly a war implement. 
lt was designed to provide a short cut to 
the ends in view. which were to deliver 
goods in quantity. speedily. with a mini- 
mum of red tape to places where they 
were most needed. In its development as 
an expedient of critical times. Lend-Lease 
will continue to play its part to the end 
and thereby become a contributing factor 
to the resumption of normal operations 
of international trade. 

For the 
thought about ways to stimulate trade 
shall start 
from a rather foreboding premise. The 


purpose of introducing a 


when peace shall arrive. | 
exchange of products and materials re- 
quires the employment of capital. and cer- 
tain of the nations upon whom the United 
States depends as buyers of American 
soods are likely to be woefully short of 
capital in the form of foreign balances 
with which to finance such purchases. Not 
a few pessimists foresee a world outside 
of the United States in a condition suc- 
cinctly to be described as “broke.” 

This. of course, is an attitude which 
ignores fundamental facts. A temporary 
lack of mobile capital is far from being 


NORMAL CHANNELS 


By H. S. Rothschild 


the same thing as a stale of bankruptes 
so far as virile. productive nations go. A 
burden of debt. the heritage of war. can 
act as a stimulant to a virile. productive 
nation toward greater and more intensive 
efforts of its people to enlarge trade and 
thus speed progress in setting its finan- 
cial house in order. Where national credit 
remains strong after a costly war. the 
matter of providing capital to make credit 
function is largely one of arrangement 
through the most feasible measures. 


Building a Bridge 

Such arrangements may be temporary 

a bridge over immediate difficulties. 
Lend-Lease has supplied such a_ bridge 
and it is considered as just that . . . a 
significant invention for a temporary pur- 
pose, And upon the return of peace. other 
bridges over gaps in the international 
economy will be conceived. This article 
deals with one with practical implica- 
tions. not less to American investors than 
to foreign importers of American goods. 
To depart from generalities. the sub- 
ject may be limited to the relationships 
United States and 


Britain: a sub-heading for this discussion 


between the Great 


“Dollars For Britain to Buy 
Our Goods.” 


might be 


Great Britain is America’s number one 
export market. and the keystone. as well. 


A SUGGESTION 


TO AID THE RETURN OF WORLD TRADE TO 
WITH THE RETURN OF PEACE 






( 


f the world’s foreign trade structure. 


Consequently. the impairment of Britain's 
financial position during the war is a 
matter of vital and immediate concern to 
us. A financially healthy England is nec- 
essary to a similarly healthy world. gen- 
erating — political 


stability and = world 


economic security. Furthermore. on a 
financially rugged England depend our 
export) prospects and the well-being ol 
our agriculture, industry and labor. 


\s the leading trading and lending 1 


a- 
tion. our stake in Britain’s fortunes and 
in the world’s prospects for stability is 
as great or greater than in that of any 
other nation. Self-interest) will) be = fur- 
thered by the aid we extend in solving the 
international trade problem posed by 
Eneland. 

By way of brief review: Britain dis- 
posed al forced sale of much of her liquid 
assets. in the United States and elsewhere. 
in order to obtain the cash to pay for 
arms with which she withstood the Nazis 
early in the war, This was aggravated 
then. and probably will still be aggravated 
in the early post-war. by shipping losses. 
since England’s ships. like her securities. 
brought income. including dollars. to 
Britain. 

After the war. England’s income may 
be further curtailed. For one thing. ow 


larger merchant marine will cut into for- 








mer British earnings from shipping ser- 


vices. while insurance companies may 
also slice British insurance revenues. 


And vet. 


peace-time world with a depleted store 


although Britain faces the 


of dollar balances and with reduced earn- 
ing power. she must import on a large 
scale than ever in order to satisfy civilian 
needs deferred by the war and to obtain 
the materials with which to produce man- 
ufactured) products and re-enter world 
export markets. 

\ loan might be made to the British 
Government. but with American investors 
likely to 


own Government obligations. difficulties 


be fairly “saturated” with thei 
ahead of such a step could be envisioned. 
There are other measures, temporary but 
effective. that can be used, One which this 
writing seeks to emphasize is the sale of 
stocks and bonds of British industries to 
(American investors. especially bonds 
featured by conversion privileges into 
common stock. 


Not a New Departure 


Before the war. a limited number of 
British industrial securities were traded 
in the American market. There is no rea- 
son why a much larger list of British se- 
curities should not be traded actively 
here. Securities and Exchange Commis- 
sion regulations would have to be met. of 
course. Although registration require- 
ments apparently proved a deterrent in 
the past. as in case of Royal Dutch and 
Shell Transport shares. this difficulty does 
not seem to be insurmountable. As was 
announced some time ago. the New York 


Stock Exchange is exploring with Gov- 


ernment authorities and banking circles 
the establishment of procedures looking 
toward dealings in securities of foreign 
corporations through the facilities of the 
Exchange. 

If stocks and bonds of going English 
concerns with proved earning ability were 
to be offered to American investors. there 
for them and 
a consequent supply of dollars for Eng- 
land’s import needs. 


should be a ready market 


The actual British securities would not 
have to be sent to the American market 
Trust companies and other banks here 
could be designated as depositaries. Their 
agents in Britain would receive the se- 
curities in trust and the banks here would 
issue certificates in a corresponding dol- 
lar value, as was done some years ago 
in connection with the distribution of 
blocks of Royal Dutch shares in this 
country, 


Stable Exchange 
\ successful market in British securi- 
ties would require as a condition, a stable 
rate of exchange between the pound and 
the dollar. 
sioned under all plans for world monetary 
stabilization. — this 


However. since this is envi- 
particular — problem 
would not seem to pose an obstacle to the 
development of a market for British se- 
curities here. 

Now. all these steps would not be quite 
so easy as something accomplished by 
the waving of a wand. That is to be 
eranted., The element of tact in approach- 
ing the proposal would have to be gen- 
erously applied. England has al- 
wavs been deliberate. not to savy wary. 


when foreigners have sought an interest 
in her industries. Any objection on this 
plane could be met by assurance that 
stock control was not sought; only an 
opportunity to participate in the profits 
of well-managed enterprises. Again. 11 
might be politic to emphasize thx 
to the effect that when 

normal balance in England’s trade with 
America had again been struck and dol 


“bridge” idea. 


lars were no longer a pressing problem. 
the securities sent to America could b« 
bought back by English nationals. Such 
repurchases have frequently occurred 
connection with the dollar bonds of Ene- 
land. France, and other nations. and not 
so many years ago, at that. 

\ collateral product of an undertaking. 
such as the foregoing outlines, is ines- 
capable from the American angle. Be- 
sides helping in an emergency to facili- 
tate the free movement of commerce. 
trading in British securities over here 
would extend the facilities of New York 
as an international securities market. 


PARADOXES 


pP ARADOXES are, perhaps. more prev- 
alent during war-brought distortions 
of one kind or another than in peace-time. 
and several of them are reported in this 
issue of THe ExcHaAnce. In the article 
about tobacco on page 3, for example. is 
found the phenomenon of a great indus- 
try producing a record-breaking volume 
of goods, operating on the lowest profit- 
margin in its history and currently experi- 


(continued on page 9) 


STEEL FACTS 


Wartime Steal Earnings and Return on Investment Drop to New Low 


~~ Peacetima Returns 
for a Good Half-Year 


NetEornings 8.3% Return 
$159,054,000 on Invertment 








Wartime) Returns 


NetEarnings 4.9 %Return 
$94,522,000 on Invertment 


NetEarnings 4.5% Return 
$86,099.000 onInvestment 
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440,003 Shares 


\ G. SPALDING & BROs.. INC... a 
“Me Delaware Corporation, was organ- 
ized in 1939, being the successor com- 
pany, through merger to A. G. Spalding 
& Bros.. a New Jersey corporation. 

The Spalding business started in Chi- 
cago in 1876 and from a small beginning, 
developed to its present prominent posi- 
tion in the athletic goods industry. 

The home office of the company is 
at Chicopee, Massachusetts, where its 
largest factories are located. The com- 
pany also operates a factory in Brattle- 
boro, Vermont. one in Brooklyn, New 
York. and one in Brantford, Ontario. 
Canada. Through the Spalding Sales 
Corporation, its wholly owned subsidiary. 
6 wholesale distributing branches are op- 
erated at various locations in the United 
States, together with three retail stores in 
New York and one in Chicago. The New 
York retail stores are located at 518 Fifth 
\venue. 105 Nassau Street. and at 28 New 
Street in the Stock Exchange building. 


Stock Capitalization 

\t the present time, the capital struc- 
ture of the company consists of the 
110.003 shares of common. stock now 
listed on the New York Stock Exchange 
and 25,425 shares of first preferred stock 
and $3.281.200 of 50 vear 5° debentures 
which are traded in on the New York 
Curb Exchange. In addition to these. 
there is a small issue of 180 shares of 
second preferred stock outstanding. 

The athletic goods products of the 
parent company are sold through the 
Spalding Sales Corporation to dealers. 
colf professionals and schools and colleges 


(ti. Spalding & Bros., Inc. 


Common Stock, Par $1 


Ticker Symbol: AGS 









Chicopee. Mass... Factory 


throughout the country. In addition. the 
Sales Corporation sells allied lines manu- 
factured by other concerns. 

\. G. Spalding & Bros. of Canada. Ltd., 
a wholly owned Canadian subsidiary op- 
erates in the same veneral manner in 
Canada. 

In 1941, the company started the con- 
version of some of its plants to war pro- 
duction and at the present time, approxi- 
mately two-thirds of the sales are items in 
this category. such as projectiles. gun 
parts, etc. Likewise, a substantial per- 
centage of the athletic goods now manu- 


{ll Hands to the Wheel! 
Buy Bonds 





factured are used by the armed services 
in their recreational program. 

Spalding. due to the nature of its nor- 
mal peacetime products, works with prac- 
tically all base raw materials. such as 
steel. rubber. wood. metal. wool. cotton. 

As of April 30, 1944, the total assets 
of the company were $11,435,000, and the 
sales for the year ending October 31. 1943. 
which would be the last complete fiscal 
vear. were $11.505.000. 


Paradoxes 


) 


(continued from page 8) 


encing the most unfavorable earnings in 
more than 10 years. 

The chart on page 8 reveals a somewhat 
similar situation in steel. In this exhibit 
costs receive considerable emphasis as an 
instrument for shrinking large gross earn- 
ings into a small net. During the first 
half of 1944. more than $1.318.264.000 
was paid to employees as salaries and 
Wages, against $1.230.485.000 in 1943 
and $580.643.000 in 1937. 

Net earnings for the first six months of 
this year were 9 per cent less than in the 
same 1943 interval. and were a little more 
than half of the aggregate in the corre- 
sponding period of 1937 when the output 
of steel was almost 30 per cent less than 
this vear. 

Naturally, the excess profits collector 
held the short end of the stick. Income 
and EPT taxes were this vear (six months) 
$185.807.000. compared with $253.138.- 
OOO last vear. 








Rail Stock 


Performance 


(continued from inside cover) 


and thus was more impressive. Again. 
stocks 


this vear has been subject to forces which 


sentiment surrounding industrial 
have been less pronounced in case of the 
rails. Sentiment. that is. growing out of 
Market comment has 
suggested much of the time that the slack- 


war developments. 


ening of war orders. whenever it might 
occur in volume. would necessarily cause 
many holders of industrial equities to re- 
consider their plans. 

The same comment has emphasized the 
likelihood that the much discussed change- 
over to peace on the part of manufactur- 
ing would have less of an impact upon 
railroads. since peace demands for goods 
would. for some time. be likely to main- 
Deduc- 
tions like this remain to be converted into 


tain rail trafic on a high level. 


fact. for no one can determine whether 
any abrupt change in a department of the 
would leave another 


national economy 


department unchanged. 


Investor, What of the 
Morrow ? 


(continued ; 


from page 2) 


Distillers. Electrical Equipment. Food and 
Soft Drink. Office Equipment. Radio and 
Electronic. Rail Equipment. Rayon. Rub- 
ber, Stores, 

Though rails and steels are not strictly 
classifiable in the above owing to the prob- 
ability of falling 


of hostilities, they represent two of the 


volumes after cessation 


outstanding beneficiaries of repeal of EPT 
and of the carry-back and carry-forward 
of this. and in 
expectation of a prosperity peak 1947-49. 


tax provisions. In view 
these two groups should have special ap- 
peal from an appreciation standpoint. 
The tobaccos. utilities. airlines, oils and 
golds will enjoy a well sustained demand 
for their products (or services) in peace. 
hut elimination of EPT will not prove so 
vitally favorable a factor. 

Because wages and salaries today make 
up a much greater percentage (approxi- 
mately two-thirds of the national income) 
than formerly. labor costs bid fair to be 
a consideration deserving of greater and 
ereater attention. 
the 


sales may 


Things being equal. 
dollar of 


instances of selection 


ratio of labor costs per 
in many 
be a determining factor. For example. 


among relatively very low labor-cost in- 


10 


dustries are sugar and sugar refining. 
metal smelting and refining, flour milling. 
cigarette and tobacco products, printing 
and publishing. drugs and medicines. bev- 
erages. paints and varnishes. perfumes 
and cosmetics, soap. cottonseed products 
and cooking fats. petroleum producing 
and refining. corn products, cereal prepa- 
rations and malt beverage brewing. fruit 
and vegetable canning. and milk and milk 
products-—whose ratio of labor costs per 
dollar of sales. almost without exception, 
about the 
case of cigarette and tobaccos. to about 


range from 3.2 per cent in 
9,2 per cent in respect to fruit and vege- 


table canning. 


The Small Concern 
Because of a trend favoring decentral- 
ization. and that might be termed anti- 
monopoly and anti-cartel, it would seem 
as if the good, small company has less of 
a ceiling on growth and more room for 
expansion than the great. big company. 


Things being equal. therefore, prefere:ice 
might be given to the smaller. well and 
aggressively managed companies with 
small capitalizations—common stock only 
and high net quick asset position per 
share. where possible. 

Because inflation possibilities should be 
taken into account. a high preference rat- 
ing should be accorded “integration” 
companies controlling their materials 
from the bottom up. 

In support of the above broad concept 
of the major pattern of the stock market 
over the next 3-5 years. based on funda- 
mental considerations solely, it is preg- 
nant and pertinent to observe that major 
depressions have habitually occurred in 
the first half of every decade. and major 
cyclical peaks in the latter part of each 
decade. 

Inquiring investors are invited to check 
back on this record since the turn of the 
century and note the phenomena. Retro- 
spect often supplies a new viewpoint. 





ment or the pursuit of capital gains 


the names of the companies. 


Air Conditioning Household 
Equipment 
Amer. Rad. & S. 5. 
Baldwin Loco. 
Borg-Warner 
Buffalo Forge 


Carrier Corp. 


Amer. Stove 
Borg-Warnet 
Cr osley Corp. 


Chrysler 

Crane Corp. General 
Fairbanks Morse 
General Motors 
Holland Furnace 
Ingersoll-Rand 

Nash-Kelvinator 


Servel, Inc. 


Maytag 


MeGraw Elec. 


Servel, Inc. 
& M. 


Worthington Pump 


York Corp. 


West inghouse E. 


White S. M. 





Motor manufacturers are known to practically everybody. 
names need no presentation. As to other popular products 


Appliances 


Eureka Vac. Cl. 
Fairbanks Morse 
Gar Wood Ind. 
General Electric 
Motors 


Kalamazoo Stove 


Minn. Honeywell Reg. 
Nash-Kelvinator 
Nat. Enameling 


Stewart-Warner 
Timken-Detroit Axle 
Westinghouse E. & M. 


x Makers of Peace Products x 


Serious study is being conducted by people who seek logical media of invest- 


for the post-war. Such students. or 


researchers in a strictly practical sense. seem to have concentrated upon much 
the same peace utensils as likely to be in especial demand after war production 
ceases to pre-empt so large a part of American manufacturing facilities as at 
present. The next step. as inquiries show. is to learn about the corporations 
which are engaged in the production of these utensils 


to learn, first. 


The companies’ 
and the corpora- 


tions already experienced in their manufacture. some of the more prominent 
units with securities listed on the New York Stock Exchange are named here: 


Radio, Television 
and Phonographs 


Columbia Broadcasting 
Crosley Corp. 
Emerson E, & M. 
Farnsworth Television 
Gen. Electric 

Gen. Time Instrument 
Noblitt-Sparks 

Philco Corp. 

Radio Corp. of Am. 
Sparks- Worthington 
Stewart-Warner 
Sylvania Elec. Products 
Westinghouse E. & M. 
Zenith Radio 











An Argument for Wider Extension 
of Investment Counsel Service 


4 LTHOUGH the business. or profes- 
~& sion, of giving disinterested advice 
i investors has grown to the point where 
is has an association of its own with an 
exemplary code of ethics. it is subject to 
vulation by the Securities and Exchange 
Commission. It has come under the fur- 
ther beneficent recognition of Govern- 


ment by having its fees made deductible 
expenses under the income tax law: yet 
this type of service is little known to 
many people who might profit by its em- 
ployment. 

The giving of investment advice is. of 
course, as old as investment itself. The 
distinguishing feature of this compara- 
lively new “profession” is that its advice 
must be disinterested. To use the title 
“Investment Counsel” and to charge a fee 
for advice. the law requires that the 
adviser must have no hidden interest in 
the profit on the purchase or sale of 
securities recommended. The code of 
professional practice of the Investment 
Counsel Association of America goes far- 
ther and specifies that an investment 
counsel firm should devote its time exclu- 
sively to investment supervision. should 
not engage in either security merchan- 
dising or brokerage. 


Sole Interest 

Under these conditions. the investment 
counsel has no other interest to serve but 
that of his clients. He profits no more by 
recommending one security over another. 
unless. in the long run. the one proves a 
hetter investment for his clients. With no 
interest in brokers’ commissions. he has 
no desire to recommend unnecessary trad- 
ing on the part of his clients. If his 
advice is good. his fees grow with the 
erowth of his clients’ holdings and_ his 
clientele grows as satisfied clients tell 
others about his service. On the other 
hand. if his advice is not good. he loses 
clients and his business declines. 

Investment counsel fees are generally 
based on the market values of the security 
lists supervised. The usual rate is 1 of 
| per cent a year of the value of holdings 
of individuals, less for institutions and 
for individual holdings above certain 
amounts. Basing of the fees on principal 
values rather than on income removes 


By John K. Barnes 


any incentive for the adviser to sacrifice 
safety for income. 

This type of business (or profession as 
those engaged in it like to consider it) 
has now been operating long enough for 
records of achievement to be available. 
The writer has before him a report of 
results which one investment counsel re- 
cently sent out to his individual clients. 
In this report all individual accounts 
were divided as to length of time they 
have been supervised and the results 
shown by age groups. there being almost 
exactly the same number of accounts in 
each group.* 


For the oldest account the figures showed 
that the original value of securities plus 
the net amount of cash which the client 
has put into the account was 896.375. The 
latest valuation of that account was $199..- 
102. a gain of more than 100 per cent. 
(This account was started in 1932. which 
helps to explain the large gain.) Income 
from the account is now 11.37 per cent 
on the client’s investment. 5.37 per cent 
on latest valuation. The amount of the 
client's income has more than doubled. 
The writer has been permiited to study 
the record of transactions for this ae- 
count. There have been 260 separate 





Statistical Record of “Young” and “Old” Accounts 


More Five Less 
\ccounts Supervised for than to than 
10 yrs. 10 years 3 yrs. 


Gain in value of accounts 
Return on clients’ investment 


lay wee metals anaes a 1.99% 


Return on current value of accts......... 


[4S Ya te ve ima 
73% 5.67% 
) 


5.50% 30°: 5.12% 





With this report went out to each client 
the actual figures for his or her account. 





Buy More Bonds 
TODAY 


purchases made on the suggestions of the 
adviser and 204 sales. That is an average 
of slightly more than three orders a 
month for some New York Stock Ex- 
change house. It is true that it would take 
commissions from many such accounts 
to make a brokerage business profitable: 
but when one knows more about this par- 
ticular account. and others like it. he 
must conclude that experienced  invest- 
ment counsel is rendering a service to the 
brokerage business as well as to investors. 


14-year Record 

This account is that of a widow. She 
came to the investment counsel in 1932 
with her fortune largely tied up in real 
estate mortgage bonds. then defaulting at 
a distressing rate. She had the courage 
and confidence to follow counsel's advice 
to sell the bonds for what she could get: 
and wanting to make up the loss which 
she had suffered. adopted his suggestion 
to put most of the proceeds into common 
stocks of leading companies —with the 
results shown above. 

Had this widow not been induced by 
her legal adviser to place her investments 
under the supervision of an experienced 
investment counsel it is doubtful whether 


1] 








the chent 


of a brokerage house. giving buying and 


she would evel have recome 
selling orders in growing amounts today. 

Much the same thing is probably true 
counsel 
this 


croup of 


investment 
the 
organization the 


of most clients. of 


organizations. In case of one 


small largest 
individual clients is made up of business 
and professional men. none of whom has 
evel heen an 


Their 


problems of 


active trader in securities. 


minds are so occupied with the 


their own businesses and 
professions that they would most certainly 
be making fewer changes in their security 
holdings today if they were not acting on 
the advice of an investment counsel who 
is studying securities and markets all the 


time. 
**Wixed” 


The other 


Clientele 


individual clients of this ad- 
viser are women and retired men. none of 
whom has any more inclination to make 


changes in his or her holdings than the 


inexperienced widow mentioned above. 
There are throughout the United States 


hundreds of thousands of such security 


holders. They have not the time. experi- 
ence. or inclination to make changes in 
their investments. Their inertia in the 


matter is probably operating against thet 


investment progress. In other words. 
there is a large field for investment coun- 
sel service among people who are not 
to be- 


come. regular clients of brokerage houses. 


now. and are not otherwise likely 


They are everywhere throughout the coun- 
try. In the small organization cited. the 
clientele is spread over 8 states from New 
York to California. the majority being in 
places not reached by brokerage house 
personnel. Less than 10 per cent are in 


New York City. 


{4s to Commissions 


It is reasonable. therefore. to conclude 
that the growth of the investment counsel 
profession carries with it an advantage 
to the brokerage 


crease Commissions and not act as a re- 


business. [t will in- 
straining influence on more active stock 


market trading. The active trader—who 


brings more frequent commissions — to 


brokerage houses—is not a prospective 


client for investment counsel organiza- 


tions. He either acts on his own initiative 
or wants a type of advice that experienced 
investment counselors. as a rule. do not 
attempt to give. He plays his part in 
creating better markets for investors to 
but 
counsel profession grows, it may be that 
New York Stock Exchange houses will 


come to depend more on the steady flow 


trade in: in time. as the investment 


12 


of commissions from clients of investment 
counsel organizations than on the com- 


missions of active 


speculators. which 
have a Way of petering out at times. 
That the experienced investment coun- 
sel is worthy of his hire is evident from 
the figures cited here—not from the case 
of the account started in 1932. but in the 
safeguarding against losses of those ac- 
that supervision 
the 1935 to 


1937 (covered by the middle age group 


counts came under 


during high prices of 


in the table). This particular investment 


counsel has another view in regard to 


to the clients’ 
incomes, out of which they have to be 


fees. which relates them 


paid. In his report to clients he wrote: 

“My thought is that the income from 
these accounts—certainly from those that 
have been served for more than a short 
time—is enough more than most investors 
could secure with the same degree of 
safety from securities not chosen and con- 
tinuously supervised by one of investment 
training and experience to cover amply 
the investment counsel fee.” 


Net Return 


\pplying this practical way of looking 
at it. 
clients of this investment counsel, after 


we find that the oldest group of 
payment of fees, are averaging 7.22 per 
cent on their investment and 5 per cent 
The 


middle group is getting 5.21 per cent net 


on the present value of holdings. 


on investment and 4.80 per cent on cur- 
The 


vears average age, are recelv- 


value. accounts. of 


less than 2 


rent youngest 


ing 5.12 per cent on investment and 4.62 


pel cent on present value. 


vestment counsel's experience and is not to be con- 


illustration applies to an individual in- 
average results 
work. Tut 


composite attainments 


indicative of genercl or 


field ot 
aware that 


strued as 


attained in the advisory 


EXCHANGE is not 


of investment counsel as a class in assisting with 


the management of investments are obtainable for 


publication, the work being confidential between 


counsel, 


client and 


Investment Funds’ 
Holdings 


i ieee investment 
statistics 


more recent report than the one briefed 


company — portfolio 


which follow represent a 
in last month’s issue of this magazine. 
The earlier summary brought the record 
made public by the National Association 
of Investment Companies down to mid- 


vear, on the basis of 86 companies re- 


ported upon in THe EXCHANGE, The 
latest. study deals with the portfolio 
ce) 
ad 


20 Most Widely Held Stocks 





N N i.) 
Funds Shares S 
Holding Stocks Hel I 
23 North American 1.328.600 15.5 
21) Standard Oil (N. J.) 208.100 0.8 
2] Mont. Ward & Co. 271.400 2 
19 General Motors 189.800 4 
19 Int. Nickel 219.100 1.5 
8 Chrysler 142.700 i 
18 Deere & Co. 222.600 1.4 
18 Secony-Vacuum 566.700 1.8 
7 Am. Gas & Elec. 286.350 6.1 
7 Union Carbide 97.600 hI 
17 Kennecott 197.500 1.8 
16 Sears. Roeback 128.200 2.2 
lo ~=du Pont 58.200 0.5 
16 Com. & So. (S6 pid.) 108.500 6.3 
16 Int. Harvester 87.400 Zz 
lo = Gen. Eleetrie 180.200 0.6 
16 lL. S. Rubber 117.100 6.7 
16 Com. Inv. Tr. 74.240 2 
IS Texas Co. 186.800 1.7 
15 Gulf Oil 188.800 2.1 
holdings of 30 companies as they stood 


on September 30. 
The 


broadly 


30 funds are rated as the largest 


diversified © company-holdings. 
with total assets amounting to about 80 
per cent of all such funds. 

The table comprises the holdings by in- 
vestment companies of the 20 most widely 
held stocks. It is to be observed that the 
statistics do not necessarily reflect current 
management Opinion in regard to the se- 
curities mentioned; nor is it possible to 
reflect. in such composite statistics the 
complete policies of the portfolios ana- 
lyzed. The majority of investment com- 
pany transactions take place in a wide 
list of issues which one or two funds may 
buy or sell but which do not appear in a 
tabulation based upon composite action. 
the third 
1944 were larger in 


In detail, purchases during 


quarter of amount 


than sales among such stocks as: Ken- 
necott Copper. U. S. Rubber, Republic 
Steel. Firestone Tire & Rubber. Colgate- 
Palmolive-Peet. General Electrie, Stand- 


ard Brands. Deere. American Tobacco. 


Sales predominated over purchases 
among these. alone with others: Pure Oil. 
Soconyv-Vacuum, Ohio Oil. Standard Oil 
Standard Oil of New 
Jersey. International Nickel. Pennsylvania 
RR. Oil. 
Anaconda Copper. International Harves- 


ter. Atlantic Refining. Air Reduction. 


of California. 


Paramount Pictures. Sinclair 


The foregoing did not reflect a prepon- 
derant movement, in respect to either pur- 
chases or sales. among a majority of in- 
vestment funds of the 30 in question, In 
fact, the statistics revealed that. although 
oil issues appeared prominently among 
stocks sold. the largest sales were made by 
5 to & of the companies. and the larger 
buying occurred also among a few funds 


only. 
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BOSTON, MASS. 


Isn’t it true that many investors who 
are in need of income accept 21% to 3 
per cent on securities just because they 
are overly concerned about buying “qual- 
ity’? Are there not available. all the 
time, preferred and common stocks with 
respectable dividend records which will 
yield 2 to 3 per cent more than gilt-edged 
issues and still give as much protection of 
capital as the average investor would de- 
sire? I grow distinctly annoyed upon re- 
ceiving brokers’ lists of preferred stocks 
in which most of the emphasis is laid 
upon the low-yield issues—the high priced 
ones—when a little research will show 
anybody that some of the other stocks, 
yielding more, are often quite worth 
while. S. S.. 5. 
Eprror’s Note: The last sentence of the fore- 
going letter seems to us to answer the questions. 
A search for real values frequently results in 
the selection of a stock for investment before 
the matter of yields is considered at all. 


NEW YORK CITY 

.. . Unfortunately. I know little about 
securities. Those I have. upon the in- 
come from which I live. came to me in 
settlement of an estate. A few shares of 
a preferred stock were paid off 
I think this is called 
the money was invested for me by a 


“retired” 
a few years ago and 


friend who has since died. Just the other 
day a notice came from a company whose 
preferred stock I have in small quantity. 
saving, in brief, that “25,000 shares are 
to be acquired on tender”: suggesting 
that if I want to sell mine back to the 
company, | have the opportunity, pro- 
vided that all of the 25,000 shares are 
not bought before I “tender” mine at a 
price. It is all confusing. Should I ac- 


cept the offer, or do | have to do so? 
(Mrs.) J. de C. 


Epitor’s Nore: A visit by Mrs. J. de C. to her 
bank for a review of the notice would result in 


helpful explanations. There would seem to be 


nothing unusual about the company’s proposal. 
but legal phrases are not always as clear as 
crystal. 


NEW ORLEANS, LA. 

Needless to say (my subscription re- 
newal evidences the fact) I enjoy your 
magazine very much and [ really look 
forward to receiving each copy. I am 
much interested in the analysis of securi- 
ties. Perhaps you can suggest a list of 
books on the subject which | might study 
to good advantage. Thank you. 


R. A. N. 
Included among such books as Mr. R. A. N. 


inquires about are, “Security Analysis” by Ben- 
jamin Graham and David L. Dodd, Columbia 
University (1940) McGraw-Hill Book Co.: 
“Principles of Investment” by John Emmett 


Kirshman, Ph.D. (1933) MeGraw-Hill Book 


Co.; “Investment Principles and Practices” by 
Ralph Eastman Badger, Ph.D. (1928) Prentice- 
Hall. Ine.: “Investment and Speculation” by 


Lawrence Chamberlain and William W. Hav 
(1931) Henry Holt & Co. 


WICHITA, KAN. 


Perhaps living in a place where the 
practical side of aircraft manufacture re- 
ceives much attention puts a person too 
close to the picture to see it properly. In 
New York a person may get a truer 
perspective of after-war aviation prob- 
lems. I really don’t know whether dis- 
tance lends enchantment, as someone 
wrote long ago, but a lot of people de- 
pendent upon busy aircraft factories are. 
[ am sure. more concerned about the great 
drop which the war’s end will bring than 





Letters to the editor, in whole or in part, are presented here as a contribution to current 
" discussion of investment, economic and general financial subjects of public interest. 


about any rosy ideas of a boom that may 
come sometime later. Just the same, your 
October article spreading quite good cheer 
about the prospect. helped give me a fresh 
point of view, 
SiN 
BANGOR. ME 


The stock and bond markets have much 
more than a “Wall Street” interest in 
good government in this country. Why 
throughout all of the 1944 political eam- 
paign didn’t your magazine give editorial 
viewpoints, if not in regard to candidates 
then as respects some of the grave issues 
confronting investors? This would have 
heen an important field and the maga- 
zines natural duty to take up the cudgels 
for the kind of government that acts to 
maintain real values among securities. 

F. Q. A. 
EpitoriAL COMMENT: Hf there is anything TH 
EXCHANGE eschews beyond other controversial 
subjects, it is politics. If we stick to our knitting. 
which involves the presentation of facts about 
the New York Stock Exchange and _ its listed 
securities, along with comment by competent 


writers. we will have filled the function for which 
the magazine was designed. Politics! Whew! 


BOSTON, MASS. 


[t is not impossible to think that greater 
experience in making machines produce 
more than ever before. that increased 
deftness in getting the most out of man- 
hours of hand labor. may lead io over- 
production quickly in many directions. 
Overproduction means a glut in the mat 
ket for whatever product is overproduced, 
That would be deflation. I consider the 


prospect with considerable trepidation si 
far as my own forward-looking plans for 


M. TR. 


investment are involved. 
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Monthly Statistics 


NEW YORK STOCK EXCHANGE 








MONTH END DATA 
Shares Listed 


Share Issues Listed 


Par Value of Bonds Listed 
Bond 


Listed ; 
Fotal Stock and/or Bond Issuers . 


Issues 
Market Value of Listed Shares 
Market Value of Listed Bonds 

Market Value of All Listed Securities . 
Flat Average Price—All Share Issues 
Shares: Market Value — Shares Listed 
Bonds: Market Value -- Par Value . 
Stock Price Index (12/31/24—= 100) . 
Shares in Short Interest Soe re Be 
Member Borrowings on U. S. Gov't Issues 


Member Borrowings on Other Collateral 


Per cent of Market Value of Listed Shares} 


‘Member Total® 
N. Y. S. E. Members’ Branch Offices 
Total Non-Member Correspondent Offices 


Borrowings 


DATA FOR FULL MONTH 
Reported Share Volume ... . 
Daily Average (Incl. Saturdays) . 
Daily Average (Excl. Saturdays) 
Ratio to Listed Shares ae 
Total Share Volume (Incl. Odd Lots)* 
Money Value of Total Share Sales* 
Reported Bond Volume (Par Value) . 
Daily Average (Incl. Saturdays) . 
Daily Average (Excl. Saturdays) 
Ratio to Par Value of Listed Bonds . 
Total Bond Volume (Par Value)* 
Money Value of Total Bond Sales* 
N.Y.S.E. Memberships Transferred . 


Average Price 


(Mil.) 
(No.) 
(Mil. $) 
(No.) 
(No.) 
(Mil. S) 
(Mil. $) 
(Mil. S) 
(S) 

(S) 

(S) 
(cr) 
(Thou.) 
(Mil. $) 
(Mil. $) 
(%) 
(Mil. $) 
(No.) 
(No.) 


(Thou.) 
(Thou.) 
(Thou.) 
(%) 
(Thou.) 
(Thou. 


(Thou. $) 


(Thou. 
(Thou. 
(%) 


(Thou. $ 
(Thou. $ 


(No.) 
(S) 


1944 


OCTOBER 


| SEPTEMBER 
1,481 1,481 
1,246 1,242 
101,088 101,399 
1,058 1,062 
1,179 1,182 
53,087 52,930 
101,801 102,017 
154,888 154,947 
49.26 48.85 
35.84 35.75 
100.71 100.61 
69.5 


15,946 
664 


20,261 
518,469 
132,211 


5,509 





6,035 
.130 
131,764 
90,966 
2 


73,500 64,000 


; AUGUST 


1,499 
1,242 
101,581 
1,059 
1,180 
53,077 
102,329 
155,406 
49.14 
35.40 
100.74 
69.8 
1,284 
42 
01 
0.94 


? 
5 


743 
790 


2,326 


20,753 
830 

866 

1.39 
27,526 
610,467 
137,613 
5,505 
5,760 

.135 
149,718 
104,051 

1 
| Nominal 





1943 


OCTOBER 


1,485 
8,235 
91,004 
1,108 
1,198 
48,178 
90,502 
138,680 
44.83 
32.44 
99.45 
64.0 
729 
373 
501 
1.04 
873 
768 


2,339 


13,923 
557 

625 
0.94 
17,629 
453,578 
208,876 
8,355 
9,411 
-243 
234,183 
123,096 


42,714 











* Items are as of ledgers which normally reflect transactions up to the close of the second full preceding business day. 
Ratios of member borrowings on other collateral to market value of listed shares. This ratio figure is not compar- 


member borrowings skould be divided by the market value of all listed shares. 


p preliminary. 


able to the ratios published prior to May, 1943. To obtain ratios comparable to those previously published, the total 

















